General Business Conditions 





HE opening month of the new year 
as brought a spotty improvement in 
orders in some of the industries and 
commodity markets, but nothing like 
a general forward movement or re- 
vival, After four months or more of sharp 
curtailment in buying, many distributors have 
had to come back into the markets to fill in 
stocks, and manufacturers have moderately 
increased their purchases of materials. How- 
ever, the improvement is limited, and the vol- 
ume is encouraging only in comparison with 
what had gone before. The situation is bound 
to be full of irregularities and contradictions 
at this stage. In some lines and some trade 
channels inventories have begun to run low, 
while in others stocks are still excessive. Some 
industries have curtailed as much as necessary 
to balance the market position for the present, 
and a few are increasing their operations slight- 
ly, but others probably will have to reduce 
further unless their sales pick up more con- 
vincingly. 

In general, the improvement in buying has 
not warranted an increase in industrial output. 
Preliminary figures indicate that composite 
production indexes for January will be a point 
or two lower than for December, when the 
Federal Reserve index was 84 (1923-25 — 100). 
This compares with 89 in November, 102 in 
October, 111 in September, and 117 in August. 
The January change, therefore, is the smallest 
since September, and signifies a flattening of 
the trend after the unprecedentedly rapid 
decline. 

The lines in which new orders have been 
larger include cotton goods and other textiles 
and apparel, and the non-ferrous metals. The 
steel industry has had only slight improvement 
in its sales, but a moderate increase in output 
over the low rate at the year-end was war- 
ranted, as steel production manifestly has been 
below consumption for many weeks. Mill opera- 
tions have expanded to 32.7 per cent of capacity. 

The automobile situation is not encouraging. 
A representative of the Automobile Manufac- 
turers Association testified in Washington early 
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in the month that dealers’ stocks of new cars 
were the largest since 1930, and used ear stocks 
are extremely heavy. Domestic passenger car 
sales in December were about 45 per cent less 
than a year earlier, and it is questionable 
whether January has brought much improve- 
ment. Hence no increase in production is ex- 
pected until the Spring pickup in sales arrives, 
and total assemblies during February will be 
smaller than in January, even after allowance 
for the shorter month. Business in many quar- 
ters is feeling the lack of orders from the 
automobile and parts manufacturers. 


Prices Stable but Sentiment Conservative 


The prevailing opinion of business men seems 
to be that the recession will pass through its 
low point during the first quarter, and possibly 
is already doing so; but expectations as to the 
rate of recovery are conservative. Since the 
outlook for the second quarter depends so 
greatly on what is done in the first quarter, the 
disposition is to defer prophecy. The com- 
modity markets give a good illustration of the 
general sentiment. The decline in prices of 
staple commodities leveled off in November. 
Moody’s index, covering 15 commodities which 
are traded on the exchanges, dropped from a 
level of 205 to 210 in July and August to 144.6 
on Nov. 24, which was the low. Lately it has 
fluctuated a little above 150 (Dec. 1931 — 100). 

This stability, lasting for two months despite 
extremely slow buying and general uncertainty, 
is encouraging, since business could hardly be 
expected to revive while rapidly falling prices 
were spreading demoralization. Althuugh sup- 
plies in all lines are ample, they are not being 
pushed for sale to the extent of clogging the 
markets. Where plans for controlling produc- 
tion or shipments are in existence quotas have 
been cut, and both organized and unorganized 
holding movements and price-supporting pro- 
grams, some backed by governments, are in 
operation. 

Nevertheless, it would be incorrect to say 
that confidence in prices, even of the raw ma- 
terials and farm products which have dropped 
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most sharply, has been genuinely reestablished. 
Obviously too much depends upon general con- 
ditions. Unless the increase in demand is sub- 
stantial a good many markets will be under 
pressure. As inventories are reduced buying 
must recover to the level of current consump- 
tion ; but not much in the way of forward cover- 
ing is looked for in the near future. 

Prices of many manufactured products, no- 
tably in textile and apparel lines, have been 
reduced to levels likely to inspire confidence 
as the general situation stabilizes. But there 
are some important exceptions, which are still 
priced at the peak. Steel is one of these. Buyers 
in these lines are doubly cautious. They under- 
stand that prices are unprofitable to producers 
at current levels of costs and operations, and 
that cost reduction cannot go very far as long 
as wage rates are inflexible; but in the gen- 
eral view the fact that prices are below cost 
does not of itself warrant the risk of commit- 
ments. 

Capital Expenditures Small 


Moreover, in looking ahead it is all too easy 
to find general reasons for uncertainty. Pros- 
pects for an increase in new investment in the 
industries, and resulting capital goods expendi- 
ture, have shown no material improvement 
since the year-end. It is true that the market 
for the highest-grade, riskless type of bonds 
has broadened, and that corporations in position 
to offer securities of that class can raise money 
advantageously, but these corporations are not 
generally in need of new capital. The weak 
market for bonds of lower rating dampens 
hopes for an expansion of capital investment 
through that channel. There has been no less- 
ening of the uncertainties affecting the ability 
of the public utility companies to do financing, 
and the Erie receivership is a demonstration 
of the railroad difficulties caused by declining 
traffic and increased expenses. 

Undoubtedly, also, current business condi- 
tions are a restraint on borrowers as well as 
lenders. There is fear that the resistance 
of prices to adjustment, due to greater rigidity 
of costs than ever before, will slow down re- 
covery, and that inflexible costs will limit 
earnings and multiply losses. Figures thus far 
reported suggest that earnings of industrial 
corporations in the fourth quarter were around 
30 per cent less than a year earlier. Even if 
the long-term capital markets were open, bus- 
iness men would be loath to go ahead with plant 
expenditure until they could see more assurance 
of profitable operation. 

Evidence of the recession in capital goods 
spending is plentiful. Machine tool orders in 
December ran behind a year earlier by 45 per 
cent, and the drop would have been greater 
but for a rise in foreign orders, which consti- 
tuted 63 per cent of the total, the highest pro- 
portion on record. Domestic orders alone were 









the smallest since March, 1935. Building con- 
tract awards during the first three weeks of 
January were a little larger than a year ago by 
reason of increased public works, but residen- 
tial awards were down 50 per cent and non- 
residential 49 per cent. The number of railway 
freight cars on order January Ist was 7,947 
against 25,592 a year earlier, and of steam 
locomotives 131 against 297. 
The Responsibility of Individuals 

Evidently the chief hope of Spring improve- 
ment lies not in increased capital expenditures, 
but in a quick correction of the obstacles to 
trade. The prevailing caution and uncertainty, 
although unfavorable for new projects, give 
assurance that business men are doing precise- 
ly what they can do to clear the situation; 
namely, work off inventories, improve effi- 
ciency, and strive to get costs and prices down, 
as far as they can, to the point where goods 
will move. No individual can do more. 

It is wrong to assume, as some people seem to, 
that the industries should keep people at work 
at times when goods cannot be sold, and should 
pile up inventory in the mistaken hope that 
they are thereby maintaining purchasing power 
and “stabilizing” business. The policy could 
not succeed, for the industries do not sell only 
to their own workers, but to all groups of the 
population. They cannot do business in arbi- 
trary volume, at arbitrary costs and prices, 
but only in such amounts and on such terms as 
the needs and the purchasing power of their 
customers dictate. No manufacturer could 
operate long in disregard of sales without ex- 
hausting his cash assets and leaving himself 
with huge stocks of goods, at the mercy of a 
falling market. The attempt would ruin the 
industries. As these Letters have said before, 
it is not the factory owners who determine 
employment; it is the economic system. 

Our readers also know that the governing 
principle in the economic system is the prin- 
ciple of balance. Costs and prices, which rep- 
resent the terms upon which goods and ser- 
vices are exchanged, must be equitably related 
if the exchange is to go on, and the distribu- 
tion of producers among the occupations must 
be in balance with the demand for their prod- 
ucts. When the system is in balance it gives 
employment to all. A change in any part alters 
the balance, and requires changes elsewhere. 
When there is general disturbance trade is 
blocked and the effect is unemployment and 
depression ; and there is no way of overcoming 
the blockade without making the changes that 
will restore the equilibrium. 

From this it follows that those who are re- 
sisting the necessity for adjustments, and 
whose lack of understanding and co-operation 
makes costs and prices inflexible, are holding 
back recovery. Conversely, those who are 
resolutely attacking their inventories, and 
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cutting costs and prices to move goods, are 
clearing the way for improvement. 


The Inventory Situation 


The position of inventories in various lines 
is a question of great interest; also of much 
verbal speculation, since there are no compre- 
hensive statistics compiled, except those for 
stocks of agricultural and other materials, 
which are of varying completeness. The most 
useful figures, aside from the raw material 
stocks, are the inventory items in corporation 
reports, which unfortunately do not appear in 
great numbers until some time after the date 
of stock-taking. 

From corporate reports thus far available, 
and from authoritative estimates, we have 
compiled the following table, showing that 
inventories of 75 corporations, reporting as of 
November 30 or December 31, and covering a 
mixed group of industries, were 14.7 per cent 
higher than a year earlier. Details for a num- 
ber of the larger corporations are added: 


Inventories of Leading Corporations 
(In Thousands of Dollars) 

1936 1937 

$951,494 $1,091,430 

225,645 290,000F 


Per Cent 
Change 


+14.7 
+28.5 


Total 75 Companies. 
General Motors Corp 


Total 74 Companies, ex- 


cluding General Motors 725,849 801,430 +10.4 


Arlington Mills* 


4,859 
Atlas Powder Co. ...sssceee 


Ely & Walker D. G. Co.*.... 
Endicott Johnson Corp.*.... 
General Cigar Co. .....cc.sssse 
General Tire & Rubber Co.* 
Hibbard, Spencer, Bartlett 


International Shoe Corp.* 
G. R. Kinney Co 

EARS TITRE, BG cnc ccrcccccceee 
Liggett & Myers Tob. Co. 
Manhattan Shirt Co.*........ 


McCrory Stores Corp. 

Mueller Brass Co.*............ 

Naumkeag Steam Cot. Co.* 

R. J. Reynolds Tobacco Co. 

Rice-Stix Dry Goods Co.* 4,905 


Sanford Mills* 3,325 
Warner Bros. Pictures* 20,818 
Wesson Oil & Snow. Co.*.... 27,461 22,549 


Other Companies (51) 310,783 335,921 


*Fiscal year ended Nov. 30. Others Dec. 31. 
+Preliminary. 


Not enough of these companies publish in- 
terim figures to make quarterly comparisons 
feasible, but the general evidence is that the 
quarterly peak was reached on September 30. 
In the manufacturing corporations the reduc- 
tion from the peak has been small, if any. 
Compared with the reduced sales, stocks are 
out of line. The trend is plainly downward but 
has farther to go, and this will limit the im- 
provement in the primary industries during 
the next two or three months. 
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Retail Stocks Sharply Reduced 


Inventories of retailers, including mail order 
houses and chains, have been reduced much 
more than those of manufacturers. The most 
encouraging reports of business have come 
from retail trade. Final figures for December 
show that department store sales declined less 
than 2 per cent, in dollars, below 1936. The 
mail order houses were off approximately the 
same, and chain stores, taking all lines together, 
made a slight increase. This is an impressive 
showing, considering that industrial payrolls 
and farm income during the month were off 15 
and 10 per cent, respectively, according to Gov- 
ernment calculations. During January this 
good record was maintained. New York City 
department stores were off less than 1 per cent 
,in the first three weeks of the month, and over 
the country sales appear to have held up well. 
Merchants have made what price cuts were 
necessary to move goods, and although the 
business has been at the expense of profit the 
general situation has been helped by the sales. 


Reports gathered by the Federal Reserve 
Banks indicate that department store inven- 
tories in fully half of the departments had 
been reduced below a year ago by the end of 
December. They will be still smaller by the 
end of January, and commitments are down 
sharply. Since this is an average, stocks in 
some lines and stores which are below the aver- 
age are barely sufficient to operate on. 


The large mail order houses have cut stocks 
drastically from the peak. One of the smaller 
companies shows a decline of 27 per cent from 
last year. General Wood of Sears, Roebuck 
& Co. testified in Washington on January 8 
that inventories in distribution industries 
would be about normal within 30 days. 


As distributors’ stocks are reduced, clearing 
of manufacturers’ stocks is facilitated, and 
hereafter will move along more rapidly. Of 
course there is a possibility that some of the 
good retail business, stimulated by markdowns, 
will prove to be at the expense of February 
and March sales, and that the decline in buy- 
ing power may have a lagged effect in those 
months. 

Raw Material Stocks Rising 

Stocks of raw materials always rise at first 
when business recedes, since it is in these mar- 
kets that buying falls most sharply. Producers’ 
stocks of the metals, rubber, wool and rayon 
yarn have all increased during the past three 
or four months, and supplies of farm products, 
especially cotton and feed grains, are large. 
World rubber stocks at the end of the year 
were around 585,000 tons, compared with 511,- 
000 at the beginning, and a further increase 
will occur this quarter. The International Com- 
mittee has reduced the export quota to 60 per 
cent for the second quarter, against 70 at 
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present and 90 in the last half of 1937. The 60 
per cent allowance is equivalent to about 215,- 
000 tons, compared with 286,000 in the peak 
quarter, and should check the rise of stocks. 

Wool stocks in the U. S. at the year-end, as 
reported by the Government, were 270,000,000 
pounds, grease weight, against 249,000,000 a 
year earlier; all the increase is in dealers’ and 
growers’ hands, manufacturers’ stocks being 
lower. Rayon yarn manufacturers had 2% 
months’ supply on hand January 1, and have 
cut prices and production substantially. 

The following table indicates the position of 
the non-ferrous metals: 


Statistical Position of Non-Ferrous Metals in U. S. 


First 3 Quarters compared with the 4th Quarter, 1937 
(In short tons) 














Copper Lead Zinc 

Av. Monthly Production: 

Jan. 1-Sept. 30..........0000 85,602 43,071 48,456 

Oct. 1-Dec. 31........ccccc00 70,405 48,524 51,275 

WII: cstiissetdsscind those —15,197 + 5,453 + 2,819 
Av. Monthly Deliveries: 

Jan. 1-Sept. 30...........c000 84,182 52,085 51,949 

Oct. 1-Dec. 31...........0000 35,898 35,721 34,188 

BOB ; secdaceseccacececcsoceessee 48,284 16,364 17,761 
Stocks (Refined) 

On Sept. 80 ......cccccccccccece 144,321 90,742 18,517 

oe : een 259,908 129,131 64,776 

RETR vccccasnccrccteescrtevrnne 115,587 38,389 51,259 
Prices (Cents per Ib.) 

te a. SR 14.00¢ 6.25¢ 7.25¢ 

pS a Sy ee 10.00c¢ 4.90c 6.00c 


The increase in stocks shown is offset in part 
by reduction in supplies held by fabricators 
and consumers, but no figures are available to 
show this in detail. The totals are of course 
much smaller than in 1932, or even as recently 
as the end of 1935, generally speaking. Lead 
stocks, in fact, are smaller than a year ago. 
January will bring greater curtailment, and 
during the month the markets have given evi- 
dence that consumers’ supplies in some in- 
stances need replenishment; but buyers will 
continue cautious. 

Steel stocks in consumers’ hands have been 
substantially reduced. Coal and cement stocks 
are relatively large. The lumber industry has 
been prompt in adjusting production to de- 
mand, new orders having exceeded output since 
the end of November. A spokesman for the 
industry states that it has adjusted its position 
in seven months from the beginning of the in- 
ventory rise, whereas twenty months were re- 
quired after the 1929 slump. 

In general, raw material stocks will remain 
large until demand improves. Meanwhile pro- 
ducers, in the necessary effort to keep the sit- 
uation in balance, are losing income, which 
affects the whole situation. Nevertheless there 
is no other way. Progress toward recovery 
requires that individuals and industries get 
their affairs in order. 


Money and Banking 





January has brought a heavy seasonal rede- 
posit of currency in the banks. From Christmas 
week to January 26 money in circulation de- 
clined $387,000,000, and, mainly as a result, 
excess reserves of the member banks rose 
$430,000,000 to $1,440,000,000, the largest since 
the increase of reserve requirements on May 1, 
last. For New York City member banks alone, 
excess reserves increased approximately $200,- 
000,000 to $515,000,000, or almost as high as 
they were in April before the last increase of 
reserve requirements was put into effect. In 
such comparisons, however, allowance must be 
made for the higher reserve percentages now 
in effect which make the potential expansive 
power of each dollar of “excess” less now than 
it was then. 

Accompanying the growth of excess reserves, 
balances of interior banks at New York in- 
creased over $100,000,000 during January to 
the highest level since April. 

Short-term money rates remained unchanged, 
save for a temporary easing of the already low 
rates for Treasury bills. 

By the close of January seasonal retirement 
of currency is normally completed, and usually 
February brings an upturn; to what extent 
this can be counted on this year is proble- 
matical owing to the decline in employment 
and general business. 


Bank Loans Pared; Investments Up 


Loans of the weekly reporting member banks 
continued to decline and on January 19 were 
approximately $330,000,000 lower than a month 
previous. Brokers’ and other loans for purpose 
of purchasing and carrying securities were off 
$100,000,000 for the month, and something over 
$650,000,000 since the first of September. Loans 
for commercial, industrial and agricultural pur- 
poses dropped $180,000,000 during the four 
weeks period, and were down over $400,000,000 
since the Fall peak reached in October. The 
latter reduction, while disappointing in its im- 
plications as to general business, suggests 
progress in liquidating inventories. 

With loans decreasing and excess reserves 
increasing, banks are being forced, for want of 
earnings, back into investments, the reporting 
bank figures for the four weeks showing an 
increase of $134,000,000 in this category—ap- 
proximately $100,000,000 in “Governments” 
and the balance in miscellaneous securities. In 
New York City, the banks were able to offset 
most of their loan drop by purchases of invest- 
ments, leaving their total earning assets prac- 
tically unchanged, but outside of New York the 
volume of bank credit continued to decline. 
Possibly, as idle funds in the interior accumu- 
late, banks there may do as New York institu- 
tions have done and become more active buyers 
of Government and other securities. 
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Reflecting in part the seasonal redeposit of 
currency, demand deposits adjusted rose moder- 
ately in the second two weeks of January 
after dropping at the beginning of the month to 
a new low since April, 1936. 


Bond Market Mixed 


The bond market was featured by pro- 
nounced weakness in the railroad group, re- 
flecting general pessimism as to the railroad 
outlook induced by the Erie receivership and 
increasingly poor earnings reports. Even high- 
est grade rails were affected to some extent. 
The following table gives net changes in 
Moody’s averages of corporate bond yields, by 
classes, for the first twenty-six days of Jan- 
uary, and compared with the 1937-38 “highs” 
and “lows.” 


Moody’s Corporate Bond Yield Averages 


Dec. 31, Jan. 26, 1937-38 
1937 1938 Change High Low 
120 Corporate ... 4.27 4.45 18 4.45 3.64 


3.21 3.24 
3.56 3.70 
4.29 4.41 
6.02 6.44 


5.14 5.74 
3.59 3.69 
- 4.15 4.60 
5.08 5.54 
7.75 9.12 


4.04 4.05 
3.09 3.12 
3.36 3.36 
4.02 4.04 
5.67 5.69 


- 8.64 3.56 
2.95 2.92 
3.18 3.14 
3.77 3.66 
4.64 4.52 


03 3.48 3.07 
14 3.70 3.27 
12 4.41 3.74 
42 6.44 4.46 


5.74 3.92 
-10 3.69 3.29 
45 4.60 3.45 
-46 5.54 3.92 

1.37 9.12 4.97 


01 4.22 3.66 
.03 3.39 3.05 
0 3.63 3.29 
4.19 3.80 
02 5.92 4.47 


08 3.76 3.34 
03 3.35 2.81 
04 3.39 3.05 
ll 3.89 3.50 
12 4.98 8.92 


+++4+ +4444 
a 
So 





bt El +o ++ 
8 


As indicated above, the general run of prime 
to medium corporate bonds outside of the rail- 
road list did fairly well during the month, with 
some groups even recording slightly lower re- 
turns to investors. Practically all classes of 
speculative bonds, however, were weak. 

Responding to the stimulus of easy money 
and increased commercial bank buying, Gov- 
ernment bonds moved substantially higher 
during the first three weeks, but ran into profit- 
taking when it became known that both the 
Federal Reserve Banks and the Treasury had 
been selling “long” Governments out of port- 
folio and replacing them with “shorts.” These 
operations, which in the case of the Treasury 
trust funds involved a special issue of non- 
market notes, will put the Reserve Banks and 
the Treasury in a position to switch back into 
the longer maturities as market conditions 
warrant. 

A good demand for a limited volume of new 
financing of prime quality appeared in the quick 
sale of $30,000,000 of Consolidated Edison 
31%4% debentures and $9,000,000 Consumers 
Power first mortgage 3%4’s, both of which 


issues rose to a premium, but reacted with the 


general market to original prices late in the 
month. 


Federal Government Expenditures 





In his annual message to Congress last 
month President Roosevelt made the follow- 
ing statement: 

I have hitherto stated that, in my judgment, the ex- 
penditures of the National Government cannot be cut 
much below $7,000,000,000 a year without destroying 
essential functions or letting people starve. That sum 
can be raised and will be cheerfully provided by the 
American people, if we can increase the nation’s in- 
come to a point well beyond the present level. 


The figure given, $7,000,000,000, is within 
$500,000,000 of the average annual expenditure 
during the past five years. It therefore would 
include the bulk of the special expenditures 
undertaken in the emergency, and in one form 
or another would “freeze” them into future 
budgets. 

Expenditures of this size will necessarily 
require higher tax revenues if the growth of 
debt is to be checked. Whatever the situation 
may be in the future, the country has never 
yet paid in any single year as much as $7,000,- 
000,000 in taxes to the Federal Government. 
As shown in the accompanying diagram, such 
a level of expenditures would exceed even the 
revenue receipts during the war, when the high 
income and excess profits taxes were applied 
to inflated corporate and individual incomes. 
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1913 TO 1922 1923 TO 1932 1933 TO 1942 


United States Government Revenue Receipts, Total 
Expenditures (Excluding Debt Retirement), Annual 
Surplus or Deficit, and the $7,000,000,000 Level of 
Future Expenditures Recommended as the Practical 
Minimum. In Billions of Dollars. 


Even if $7,000,000,000 could be collected each 
year in federal taxes, this would meet only 
current expenditures and would provide noth- 
ing toward a reduction of the gross public debt, 
which during the past seven years has risen 
from approximately $16,000,000,000 to over 
$37,400,000,000. 
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Four Levels of Government Expenditures 


As a background of the present situation, 
it is pertinent to trace briefly the constant ten- 
dency for government expenditures to expand. 
Since 1900, the expenditures may be grouped 
into four separate and distinct periods: _ 

(1) From 1901 to 1916, total expenditures 
were rising gradually, averaged approximately 
$640,000,000 annually for all purposes, and 
were balanced by receipts. The normal income 
tax, introduced in 1913, was 1 per cent and 
graduated surtaxes began at $20,000 and rose 
to a maximum of 6 per cent. Today the normal 
tax is 4 per cent, while surtaxes begin at $4,000 
and rise to 75 per cent. } 

(2) The world war caused an enormous in- 
crease in government expenditures, which in 
the peak year 1919 reached $18,500,000,000 and 
for the five years 1917-1921 totaled $44,700,- 
000,000. Taxes on corporate and individual in- 
comes were raised to very high rates, but total 
treasury revenues were far short of the in- 
crease in expenditures and public debt was in- 
creased from $1,200,000,000 to $26,600,000,000. 

(3) Following the war, government expendi- 
tures fell back to a fairly even level, which dur- 
ing the period 1922-1930 averaged approxi- 
mately $3,200,000,000 annually, exclusive of ex- 
penditures charged to debt retirement. The 
pre-war level was never again approached, and 
the new level of expenditure was 400 per cent 
higher than the old. 

During this period, the Treasury had each 
year a surplus of receipts over operating ex- 
penditures, which was applied toward debt re- 
duction. In eleven years, gross public debt 
was reduced by $10,600,000,000. It is signifi- 
cant that the business recovery following the 
post-war depression proceeded rapidly, con- 
current with budget surpluses and retirement 
of public debt. 

Expenditures Since 1931 

(4) For the period of depression and recov- 
ery since 1931, a comprehensive summary of 
government receipts, expenditures and debt 
was issued with the President’s budget mes- 
sage and is reprinted in condensed form on 
the next page as a convenient reference. 

It can be seen from the chart and table that 
the government deficits beginning with 1936 
reflect, not a shortage of receipts, but the con- 
tinued heavy expenditures. 

On the one side of the ledger, treasury re- 
ceipts, which had fallen from $4,000,000,000 in 
1930 to $2,000,000,000 in 1933, regained the 
former level by 1936. There was a further 
sharp gain in 1937 as a result of business re- 
covery, higher tax rates and the imposition of 
new taxes, including social security taxes. The 
latest estimate for the 1938 fiscal year, even 
after three downward revisions, is for total 
revenues of $6,321,000,000, a new high record 
for peace times. 


On the expenditure side, despite some re- 
duction in regular operating costs between 
1930 and 1934, there was an increase in the 
total, because of financing direct and work 
relief, and of charging as “expenditures” the 
subscriptions to stock of the Reconstruction . 
Finance Corporation and the loans made 
by this and other government agencies to as- 
sist railroads, banks, insurance companies, 
agricultural credit corporations, etc., which 
were in the nature of recoverable outlays. 

Beginning with 1934, although regular op- 
erating costs showed only moderate increase, 
there was a swelling of the total, due princi- 
pally to the special federal appropriations 
made to assist different groups—some of which 
were temporary, such as the bonus to war 
veterans—and some of which are becoming 
more or less permanent, such as the AAA 
benefit payments to farmers, the PWA and 
CWA work relief program, the Civilian Con- 
servation Corps, public works, loans and 
grants to municipalities and social security. 

Certain of the routine operating items have 
also been increased materially during recent 
years, as shown in the table. Approximately 
$1,000,000,000 per year is now being spent on 
national defense, a new high record except 
during war time, and the total may be further 
increased. Interest on the public debt calls for 
another $1,000,000,000, even at the low rates 
carried by government bonds and notes and 
the almost nominal discount on treasury bills. 
Interest charges alone are now more than the 
entire cost of government before the war. 

For the six fiscal years, 1934-1939, actual and 
estimated expenditures, exclusive of debt re- 
tirement, aggregate $44,303,000,000, which is 
equal to the five-year cost of the world war, 
and averages $7,384,000,000 annually. These 
expenditures are at the rate of $24,000,000 per 
day. They are about 130 per cent above the 
average for the years 1922-1930, and 1,050 per 
cent above the pre-war average. The nine con- 
secutive deficits since 1931 aggregate $21,556,- 
000,000, exclusive of debt sinking fund. 


Trust Funds Now Financing the Deficit 


An interesting feature of the budget is the 
extent to which the investment of social se- 
curity and other trust funds in the past year 
has taken over from the open market the bur- 
den of financing the deficit. Reserve funds for 
these pension, unemployment and insurance 
systems are collected by the Treasury, which 
invests them in government securities by issu- 
ing special treasury notes and certificates. The 
transactions have the effect of supplying the 
Treasury with cash and of increasing the pub- 
lic debt, without having to borrow in the open 
market. 

Following are the changes in holdings of 
government securities by the various trust 
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United States Government Receipts, Expenditures and Public Debt. Fiscal Years Ended June 30, 1931-39 
(In Millions of Dollars) 








Estimated 
1939 1938 


$ 2,414 $ 2,693 $2,158 

Miscel. internal revenue 2,190 2,280 2,181 
Unjust enrichment tax...... 10 6 6 
o 599 571 252 


RECEIPTS 1937 


Railroad retirement taxes.. 117 150 —_ 


Processing tax crccccorcscccceeee a _ _ _ 
Customs 390 415 486 
Miscellaneous receipts ..... 199 206 210 





Actual 
1936 1934 
$ 1,427 
2,010 


1935 
$ 1,099 
1,657 


1933 


$ 818 $ 1746 
1,470 858 


1932 
$ 1,057 
504 


1931 


17 521 353 oe an 
887 343 313 251 328 
216 179 162 224 117 





Total receipts .......... eeneee 


EXPENDITURES 

Regular Operating Expenditures 

Legis., judicial & civil........ 

National defense 889 
Veterans’ pensions, etc 1,128 
Interest on the public debt 866 
Other (refunds, etc.) .......00 48 


$5,914 $ 6,321 $ 5,294 


$4,116 $3,800 § 3,116 $ 2,080 $ 2,006 


638 845 
634 664 
849 973 
689 599 

70 150 





Total 
Public Works ...... aiaeecenania wae 
Unemployment Relief 
Direct relief 184 


Work relief (WPA-CWA) 1,000 
Civilian Cons. Corps 230 





1,079 


3,746 


1,897 
386 


4,743 2,677 2,349 2,879 3,231 
912 763 613 479 


592 1,914 
1,264 11 805 
486 436 





Total $ 1,266 


Other Expenditures 

Loans (net) 68 
Subscriptions to stock 5 47 
Agric. adjust. program... 586 516 


2,467 





Social security - 813 448 
5 


Railroad retirement 119 


Supplemental items .....n.0006 75 a 


307* 


2,342 2,361 


181* 102 
89 157 
542 743 
28 _— 





Total expend., excludin 
debt retirement ........... $ 6,869 $ 8,001 
Debt retirement ......cccceccoreseee: - 202 104 


$8477 $6,802 $6,745 $4,681 $ 4,741 
403 574 360 462 413 





Total expenditures $ 7,071 $ 8,105 
Gross deficit 1,151 1,294 2,811 
Less debt retir 202 206 104 





$8880 $7,376 $7,105 $5,148 §$ 5,154 
4,764 8,575 8,989 3,063 3,148 
403 574 360 462 413 440 





Net deficit $ 950 $ 1,088 
Gross Public Debt.t .........0. 38,528 37,604 


$ 2,707 
36,425 





$ 4,361 $8,002 $8,630 $ 2,602 $2,735 $ 481 
33,779 28,701 27,053 22,539 19,487 16,801 





Source: Compiled from President’s Budget Message of January 5, 1938 and annual reports of the Secretary 
of the Treasury. * Excess of credits, deduct. t Not including guaranteed debt of government credit agencies. 


funds and government credit agencies, and the 
balance taken, or to be given up, by the open 
market during the four fiscal years 1936-39: 


Changes in U. S. Public Debt Held by Government 
Agencies and Trust Funds, and Held in the Open 
Market (by Banks and Trust Companies, Insurance 
Companies, Corporations, Individuals, etc.) 
(In Millions of Dollars) 


Years Ended June 30 
936 1937 1938E 1939E 
+894 $ +482 


+267 $ 
—- +80 + 57 
+293 +6538 +578 
+56 + 61 


—138 —10 


Old-age reserve account......... $ 
Railroad reti t t 
Unemployment trust funds... 
Government retirement funds 
Gov’t life insurance funds... 
Other trust funds... 

Postal savings system. 
Federal Reserve Banks._... 
Other government agencies... 


—% 
+19 
+28 
+76 
—26 

+170 


+ 42 


Sub-total + 309 
Open market debt..inmnn +4,769 





geo e 
+ 





+1,854 
+1,292 


$+5,078 $42,646 $+1,179 $ +924 


E— Estimated * Not including guaranteed debt of government 
credit agencies. 


+1,266 
—87 


+1,168 
—239 





Total public debt*.... 


In the current fiscal year, for example, the 
estimated net deficit and increase in public debt 
of something over $1,000,000,000 does not mean 
that it will be necessary for the Treasury to 
borrow any such amount (exclusive of refund- 
ings) through regular loans offered in the open 
market. On the contrary, the cash received 
from the issuance of securities to the various 
trust funds has been counted upon to absorb 
all of the increase in total debt, and even to 
permit a small retirement from the open mar- 
ket. 

This is in sharp contrast with the changes 
during 1937 and 1936 when the increases in 
debt were much larger and were financed to a 
major extent by the sale of government securi- 
ties to banks and other investors. 


Uncertainty as to the Future 


It was emphasized in the President’s budget 
message that the calculated deficits for this 
year and next assume that actual receipts from 
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corporate and individual income taxes, old-age 
benefit taxes and miscellaneous internal rev- 
enue will not fall below budget estimates, and 
that total expenditures, including relief, public 
works, armament and loans, will not exceed 
budget estimates. 

Obviously, it is difficult to forecast what 
government receipts may be a year or two 
years hence, particularly so in view of the 
recent sharp reversal of the business trend. 
The Administration frankly recognizes these 
changes, and in submitting its estimates for 
1939 indicates that, for the first time, it will 
be faced with a decline in revenues instead of 
an increase. 

Moreover, the estimated receipts of social 
security trust funds by the Treasury, which 
have been relied upon to finance the deficit 
and thus make borrowing in the open market 
unnecessary, are also uncertain, because of the 
widespread decline in employment during re- 
cent months. In the case of the unemployment 
insurance reserve, which has been expected to 
bring in $653,000,000 in 1938 and $573,000,000 
in 1939, the inauguration of benefit payments 
to the eligible unemployed in more than twenty 
States in January, with others to follow soon, 
may absorb a large portion of current unem- 
ployment taxes, and even cause a draft upon 
the unemployment reserves invested in gov- 
ernment securities and held by the Treasury. 

Confronted with so many uncertainties, the 
Administration has chosen the prudent course 
of trimming expenditures by some $550,000,000 
in the budget submitted for the fiscal year 
1939. Substantial reduction is recommended 
in outlays for public building construction, 
reclamation projects, grants to States and 
municipalities, flood control, river and harbor 
improvements and federal aid to highways; 
and cuts in operating costs of a number of the 
regular government departments, offices and 
commissions are provided for. The Treasury 
Department has not asked that any new taxes 
be imposed this year, and has expressed its 
willingness to have existing tax laws amended 
so as to modify some of the more burdensome 
provisions. 

The continued rise of the public debt, the 
fact that the budget was not brought into bal- 
ance in the best year of the recovery, and now 
the prospect of another deficit, are all the 
strongest possible reasons why the curtail- 
ment of expenses should go much further. 
Many people who have studied government 
finances closely believe that a permanent ex- 
penditure of around $7,000,000,000 per year by 
the Federal Government, in addition to the 
expenditure of perhaps $8,000,000,000 by the 
state, municipal, county and special district 
government authorities numbering approxi- 
mately 175,000, is entirely too high, on the 
ground that eventually the tax burden will 












severely depress the standard of living for 
everybody. 

Almost every proposal to curtail govern- 
ment expenditures, however, meets with strong 
opposition from the representatives of one or 
more interested groups, and the present ef- 
forts of the Administration to hold down 
spending and to avoid further increases in 
taxes can prove successful only if they have 
the active support of business and of the public 
generally. 

Unfortunately, the philosophy has become 
quite widespread that the special federal 
grants of millions and billions of dollars in 
recent years have come out of the “public 
Treasury” rather than out of the “public’s 
pockets,” and that the public therefore has an 
interest in keeping expenditures at a high level. 
The fact that federal income taxes are paid by 
relatively few people, that so many of the 
federal and other taxes are indirect or “hid- 
den,” and that the actual taxes collected in 
recent years have fallen far short of meeting 
expenditures, all help to keep this fallacy in 
circulation. 


Housing Since the War 


House-building and constructional work of 
kinds not directly related to war needs were 
closely restricted during the war, either by 
regulation or high costs. In the United States, 
where the population had grown rapidly, this 
gave a decided check to the industry, and later 
resulted in abnormal activity in construction. 

The rise, climax, and decline of the post-war 
construction of dwellings are shown by the fol- 
lowing table, compiled by the Department of 
Commerce: 


Dwellings Dwellings Dwellings 
Year built Year built Year built 


1920...... 337,000 1926...... 830,000 1932...... 97,000 





1926...... 919,000 1931... 204,000 1937...... 300,000* 
*Estimated. 


Inasmuch as the population of the United 
States is still increasing, although at a rate 
much below that of the pre-war years, it is 
doubtless true that house-building since the 
war has fallen behind population. However, 
opinions upon the extent of the building deficit 
have differed widely, mainly because based 
upon different theories regarding the problem. 
President Roosevelt has estimated that 600,000 
to 800,000 dwellings should be built annually 
in order to care for the present growth of popu- 
lation and make good the deficit resulting 
from the war and since 1929. 

As against this estimate, apparently based 
upon past experience, one widely quoted esti- 
mate calls for 14,000,000 new dwellings in the 
next ten years, of which 3,250,000 should be for 
replacement of present substandard dwellings, 


a like number to offset future obsolescence, 
1,000,000 to eliminate “doubling up,” and 7,000,- 
000 for the population increase. The makers 
of this estimate say that it “makes but slight 
allowance for increasing our standards of space, 
amenity and convenience, or for any decisive 
population shift, * * * It does not begin to 
approach the number of houses that would be 
required if the American people were housed 
in the manner to which their natural resources, 
their labor supply and their technical skill and 
ingenuity entitle them.” 

Obviously this estimate looks to a radical 
change in housing conditions, requiring a large 
investment of capital, and raising a question 
as to whether the houses could be sold, or 
rented, on an economic basis, i.e., on a basis 
that would yield returns to reproduce the prop- 
erties or induce continued building. 

On the other hand, Mr. Thomas S. Holden, 
Vice President of the F. W. Dodge Corpora- 
tion, a well-known authority on building and 
construction operations, in a recent address 
emphasized the fact that since 1930 the popula- 
tion has been increasing at the rate of only 
about 900,000 annually, in comparison with 
about 1,700,000 in the 1920-30 decade, partly 
because of new immigration laws, and partly 
because of a declining birth-rate ; also that the 
rate of increase of urban population in the same 
period declined 40 per cent. He questioned that 
anywhere near 14,000,000 new dwellings can 
be sold or rented in the next ten years, at the 
present level of costs, even if theoretically 
“needed,” or desirable. 

He also said: 


The potential market for dwellings is principally for 
units to cost, with land, under $5,000, with far the 
greatest need in the $2,000 to $3,000 range. This poten- 
tial market represents income classes which have 
rarely been able to acquire accommodations in new 
buildings. Consequently, estimated housing needs set 
‘at 750,000 units or more a year represent a program 
that today is socially desirable, but not commercially 
feasible. Such a program pre-supposes a more rapid 
abandonment and replacement of unfit housing than 
we have ever had in this country. 

In the past, by common consent, housing has 
been a private expense, and even in the present 
emergency the Government has recognized that 
it cannot go far without the aid of private enter- 
prise and capital. House-building requires a 
costly investment of labor and materials; and 
these must be paid for by somebody; if the 
Government pays, this is but a temporary ex- 
pedient, for in the end all the Government has 
must come from the people. Houses will not be 
built by private enterprise unless they can be 
sold or rented to pay a return on the costs, and 
if they are not worth that, it is because the 
public will pay more for other uses of capital. 

There is no fixed and certain demand for 
new dwellings of an improved type. People 
build, or rent, as they can afford to, and, also, 
as they choose to. With prosperity general 
and employment full, the standard of housing 
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tends to rise, but there is too much value in even 
an old house for it to be promptly destroyed 
merely because a better one may be built. Many 
are built over, but many are used for a long 
time without much change. Different uses 
for money are valued by comparison, and there 
are so many alternative uses in these days that 
families go on living in old houses when they 
might have new ones, if they did not prefer to 
use the money in other ways. 

This has more to do with the use of old 
houses, even in “slums,” than is often allowed. 
According to the Construction Economics Sec- 
tion of the Department of Commerce, demoli- 
tion of residential buildings between 1920 and 
1930 was at the rate of only about 40,000 per 
year, and most of these occurred in connection 
with changes in land-use from residential to 
commercial or other purposes. The testimony 
of experts is that the only sure way of disposing 
of “slums” is to buy them and wipe them out. 
The fact is that a new house, much more than 
clothing, automobiles, radios, and other “goods” 
of popular use, represents a “postponable satis- 
faction,” and is frequently postponed in favor 
of other things. Granted that every family must 
have a minimum of “house-room,” undoubtedly 
it competes with other wants, and is conceded 
to be an influence for small families. 


Cost a Vital Factor in Housing 


All of this leads up to the most important 
factor in the housing problem, to wit: the cost 
of a new house in comparison with other things. 

Mr. Walter S. Thompson, who is quoted as 
a student of the subject, has said: 


No one can doubt that a fourth or a third of the 
present housing units in use would be abandoned to- 
morrow if their tenants could afford something better, 
i.e., the rate of obsolescence of the poorer one-third 
of the housing now in use would be speeded up almost 
beyond belief if during the next two decades some such 
lowering of prices, and improvement in the quality of 
housing should take place as has taken place in auto- 
mobile construction in the last two decades. 

(Population Growth and Housing Demand, Annals, 
March 1937, p. 136) 


In other words, a house costs too much in 
comparison with an automobile, and this, prob- 
ably, is one reason why the average family 
takes more interest in the latest “model” in 
one case than in the other; also, it may be that 
the salesmanship is better. 

This not only explains the relatively small 
demand for new houses, but how much modern 
industry has done for people of moderate means 
by reducing the prices of the other things they 
want. If they could have more of the other 
things and also better houses, no doubt they 
would take the latter, but the standard of living 
is not in houses alone. 

Mr. L. J. Chawner, Chief of the Construction 
Economics Section, Department of Commerce, 
estimates that 


other things being equal, a 20 per cent reduction in 
the total purchase price of a house and lot from $4,000 
to $3,200 would increase the number of families who 
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could afford to occupy it by approximately 3,500,000, 
on the basis of 1929 leveis of income. Increasing the 
number of families whose income, because of reduced 
prices, enabled them to purchase or rent new dwellings 
would not only widen the market for residential build- 
ing but would also give it a stability which it has 
hitherto lacked. 

The last two quotations are from advocates of 
public housing undertakings on a large scale, 
but they strikingly show the chief obstacle. The 
building industry has not kept pace with other 
industries in modernizaton of methods, and 
reduction of costs. Yet it is just as true of 
houses as of automobiles, and everything else, 
that the way to increase sales is by reducing 
costs and prices. In early years of the auto- 
mobile industry, when wages were much lower 
than now, an automobile cost as much as a very 
good house, but houses have gone up and 
automobiles have gone down. 

Moreover, this is the history of the indus- 
tries generally. The iron and steel industry, the 
electrical industry, and all industries of rapid 
growth, have built themselves up by reducing 
costs, lowering prices and enlarging their 
market. Incidentally, but inevitably, they have 
increased employment and raised both wages 
and the standard of living. This has been done 
by enterprise, invention, scientific research, 
management, specialized skill, team-work and 
the use of constantly changing capital equip- 
ment to increase the productive powers of labor. 

In large constructional work, such as high- 
ways, bridges, tunnels, large office buildings, 
etc., the practices characteristic of manufac- 
turing have been adopted to an important ex- 
tent, although, even in these, restrictions in- 
crease costs; but house-building is largely a 
“job” industry, instead of being planned for 
continuous employment and mass production. 

Furthermore, house-building is a highly sea- 
sonal business, and yearly wages have averaged 
low, even though hourly wages were seem- 
ingly high. The building trades have struggled 
with this condition, and have thought their only 
practical policy was that of pushing up wages 
when work was to be had, although this 
restricts building. It is agreed that the build- 
ing trades themselves would be better off, both 
as wage-earners and as rent-payers, if wages 
and work-time were together adjusted to pro- 
duce more yearly pay and more houses; but 
a lack of cooperation has made the problem 
baffling. The great war, by creating a scarcity 
of houses, and at the same time doubling wages, 
brought on a building crisis. 

As bearing upon the above, we quote from 
a sub-committee of the National Resources 
Committee, in a recent report to President 
Roosevelt: 


The provision of domestic shelter has been one of 
the slowest of the arts to respond to the widespread 
technical progress of recent times ... Structurally, 
the detached houses which were built in the greatest 
number in 1936 were not essentially different from 
those built in urban areas one hundred years or more 
ago ... The wide technical advance in production 





methods which has brought the price of adequate 
clothing, books, a wholesome variety of foodstuffs, even 
of radios and automobiles in modern times within the 
range of nearly all persons, finds “modern” houses 
(not necessarily new ones) beyond the means of one- 
third to one-half of the families of the United States. 


The Annals of the American Academy of 
Political Science, March 1, 1937, contains a 
collection of articles from authorities on this 
subject. A. C. Shire, in an article entitled the 
“Industrial Organization of Housing,” says: 


In an age of large-scale financing, power, and mass 
production, we have the anachronism that the oldest 
and one of the largest of our industries, concerned 
with the production of one of the three essentials of 
life, is highly resistant to progress, follows practices 
developed in the days of hand-work, operates as a 
large number of picayune businesses, is overloaded 
with a whole series of overheads and profits, is bogged 
down by waste and inefficiency, is unable to benefit 
by advancing techniques in other fields, and is tied 
down to an obsolete system of land utilization. 


Another critic says: 


The key to the disabilities of the building industry 
lies in its lack of integration. In such an industry as 
steel, a single organization usually controls all phases 
of production, from the mining of ore and coal to the 
manufacture of the finished product. In contrast, the 
building industry is a loose, heterogeneous group of 
interrelated sub-industries and crafts—large and small 
contractors, architects, material manufacturers and 
dealers, carpenters, electricians, bricklayers, painters, 
real estate companies, mortgage bankers and building 
and loan associations—each of which has its separate 
organization and interests. 


A survey of the construction industry con- 
ducted in connection with the 1930 census has 
shown that the average volume of residential 
construction reported for 1929 by 10,881 con- 
tractors doing a business of more than $25,000 
per year, was about $100,000, and that the 
total business done by this group was less 
than one-third that done by the contractors 
doing less than $25,000 per year. A study by 
the Bureau of Labor Statistics in 1932, cover- 
ing about 10,000 building construction estab- 
lishments, showed an average of eight em- 
ployes per establishment. These figures show 
that residential building is a small-scale in- 
dustry, and incidentally they suggest a perti- 
nent question, viz: If several large corporations 
should be developed in the building industry, 
and should reduce the costs of houses as the 
cost of automobiles has been reduced, will they 
be condemned because they are big, or encour- 
aged as in the public interest? 

Federal Legislation Upon Housing 

The general policy of the United States Gov- 
ernment in its legislation for the protection 
of home owners against mortgage foreclosures, 
and in promoting house building since the 
depression set in has been that of using its 
own credit indirectly, through corporations of 
its own creation, for the guaranty or insur- 
ance, of private credit. In this way a margin 
of public credit has been made to cover the 
percentage of loss that might occur on a much 
larger body of private credit. 

Under the National Housing Act of 1934, the 
Federal Housing Administration has insured 
private loans up to 80 per cent of invested 
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capital, at a cost to borrowers of 5 per cent 
interest, plus a % per cent service charge and 
Y% per cent insurance charge. The last two 
items are to lower costs. These provisions 
have applied to single, and up to four-family 
houses, with an insurable limit of $16,000. Ap- 
proximately $1,000,000,000 has been loaned on 
these terms. 

In his housing message to the extra session 
of Congress the President proposed to reduce 
the combined interest and service charge on 
insured mortgages to 5 per cent, and to make 
the insurance rate apply to only the diminish- 
ing balance of a loan, instead of the original 
amount. He also proposed to raise the insur- 
able limit of loans of less than $6,000 from 80 
to 90 per cent, and to reduce the insurance 
charge also. 

A bill embodying these amendments passed 
the House but was changed in the Senate by 
attaching the “prevailing wage” provision, 
which was eliminated later. As approved by 
the conference committee, the bill raises the 
insurable limit on multiple-family houses from 
$16,000 to $200,000, and to $5,000,000 for lim- 
ited dividend companies. On the latter class 
of projects the details are so complex that 
they cannot be given here. 

The Wagner-Steagall Act of 1937 as yet is 
scarcely in operation. It has established a 
U. S. Housing Authority in the Interior De- 
partment with power to issue $500,000,000 of 
government-guaranteed securities to finance 
60-year loans to housing agencies established 
by State and local governments. Interest rates 
may not exceed by more than ¥% of 1 per cent 
the going rate on government borrowings, and 
operating subsidies or capital grants may be 
made to provide low rentals. Section 10 reads 
as follows: 


The Authority may make annual contributions to 
public housing agencies to assist in achieving and 
maintaining the low-rent character of their housing 
projects. The annual contributions for any such pro- 
ject shall be fixed in uniform amounts, and shall be 
paid in such amounts over a fixed period of years. No 
part of such annual contributions by the Authority 
shall be made available for any project unless and 
until the State, city, county, or other political sub- 
division in which such project is situated shall con- 
tribute, in the form of cash or tax remissions, general 
or special, or tax exemptions, at least 20% of the 
annual contributions herein provided. 


However, these annual contributions shall 
not be made from capital funds, or from the 
proceeds of securities sold to the public, but 
will be a charge against the regular budget. 

In closing his latest message the President 
made a strong appeal to all factors in industry 
for cooperation, using very plain language. He 
said, in part: 

The success of such a program as this, however, 
cannot be assured by governmental action alone. It 
will depend mainly on the willingness of industry and 
labor to cooperate in producing housing at costs that 
are within the reach of the mass of our people. The 
goal at which both industry and labor should aim is 


sustained large-scale production at lower costs to the 
consumer. 


This will mean a larger annual wage for labor be- 
cause of the larger amount of employment than is 
possible at high hourly rates with long periods of un- 
employment. It will mean a larger annual income for 
industry because of the larger volume of production 


than is possible at high unit prices with greatly re- 
stricted output. 


Because this was not the goal of industry and labor 
during the past construction year, the result soon 
proved injurious not only to the building industry and 
its workers, but to business and employment generally. 
A sharp rise of wage rates and prices in this industry, 
just before the last building season, reduced by 100,- 
000 to 150,000 the number of new dwelling units that 
pe a authorities had estimated were in prospect 
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It is now clear that we cannot have a strong revival 
of housing construction on the terms that were exacted 
by industry and labor last Spring. The rise in hourly 
wage rates and in material prices was too rapid and 
too great for the consumer to bear. A similar rise in 
costs likewise checked production and buying in other 
industries as well. 

Every statement in these four paragraphs is 
obviously true and fundamentally important, 
but Section 16 of the Wagner-Steagall Act re- 
quires that every contract entered into under 
it shall contain the “prevailing wage provision” 
which forbids the very co-operation so point- 
edly urged by the President. This is incon- 
sisterit with the action of Congress in connec- 
tion with the amendments to the Housing Act 
now under consideration. 

Moreover, the President’s argument applies 
as truly to every important industry as to the 
building industry. The loss of employment in 
the last five months has not been confined to 
building. It has extended into all the indus- 
tries, and the only adequate explanation is that 
the rise of industrial costs has been “too rapid 
and too great for the consumer to bear.” The 
workers of the several industries are con- 
sumers of each other’s products, and it is true 
of every group that its products “must be sold 
at costs that are within reach of the masses 
of the people.” Their interests are inseparable, 
for no group of the system can buy the prod- 
ucts of others except by selling its own. 

There need be no unemployment in the 
United States, or need for the Government 
to “make” employment, if only the several 
branches of the productive system will act to- 
gether to serve their mutual interests. No one 
of them can serve its own interests by policies 
that disturb the normal balance between them 
and lessen the purchasing power of the whole. 
Unless this community of interests is under- 
stood, the system of organized and specialized 
industry by which the progress of the past has 
been made would become impossible. What 
would be the standard of living of a family 
which had to do everything for itself, without 
tools, machinery or specialized knowledge? 
And from the earliest exchange of services 
down to the latest invention or improvement, 
the system has been developed upon this prin- 
ciple of co-operation. The highest prosperity 
of every group can be had only in connection 
with the highest prosperity of all. 
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Seventy-three SR, Seventy-one 
Branches in Greater ae ; Branches in Twenty-four 
New York ca Foreign Countries 


on, 


Condensed Statement of Condition as of December 31, 1937 


INCLUDING DOMESTIC AND FOREIGN BRANCHES 





Cash and Due from Banks and Bankers $ 516,778,466.96 
United States Government Obligations (Direct or Fully Guaranteed) 482,958,933.69 
State and Municipal Bonds 76,494,888.89 
Other Bonds and Securities 130,806,876.67 
Loans, Discounts and Bankers’ Acceptances 609,441 409.92 
Customers’ Liability Account of Acceptances 13,315,994.07 
Stock in Federal Reserve Bank...” 3,652,500.00 
Ownership of International Banking Corporation 8,000,000.00 


Bank Premises 50,543 ,249.33 
Other Assets 7,324,112.42 


$1,899, 316,431.95 











$1,711,552,123.76 
Liability as Acceptor, Endorser or Maker on Acceptances and Bills. . .$48,350,791.66 
Less: Own Acceptances in Portfolio 15,079,116.77 33,271,674.89 
Items in Transit with Branches 4,303,780.05 
Reserves for: 


4,232,502.65 
6,792,271.69 
3,100,000.00 

$77,500,000.00 

44'250,000.00 

14,314,078.91  136,064,078.91 


$1,899,316,431.95 











Figures of Foreign Branches are as of December 24, 1937. 


$106,855,446.93 of United States Government Obligations and $33,231,693.91 of other assets are de- 
posited to secure $113,186,887.51 of Public and Trust Deposits and for other purposes required by law. 


(Member Federal Deposit Insurance Corporation) 





City Bank Farmers Trust Company 


Head Office - 22 WILLIAM STREET « New York 
Condensed Statement of Condition as of December 31, 1937 


Cash and Due from Banks $ 34,183 ,862.63 
United States Government Obligations (Direct or Fully Guaranteed) 31,740,358.81 
State and Municipal Bonds 4,443,617.85 
Other Bonds and Securities 12,385,160.75 
Loans and Advances 10,296,213.96 
Stock in Federal Reserve Bank 600,000.00 
each. hae, Aa 4b ERs Ris eahia'e-sssch aatcCPbdowdequlncsomck teins. 4,278,704.25 
Other Assets 2,704,611.48 


$100,632,529.73 


$ 73,396,509.84 
3,115,261.28 

10,000,000.00 

10,000,000.00 

4,120,758.61 

| RES ER SEI pbs aelen 06a te See Bee keane $100,632,529.73 


$1,370,000.00 of United States Government Obligations and $136,000.00 of State and 
Municipal Bonds are deposited with public authorities for purposes required by law. 


(Member Federal Deposit Insurance Corporation) 




















